The main objective of this paper is to investigate the effects of leverage on the Zimbabwe Stock Exchange (ZSE) listed non-financial companies for the period 2009-2012. The study empirically examined the effect of a firm's leverage along other risk factors namely dividend yield and size on its market value. The results show a positive relationship between a firm's market value and its long-term debt to equity choice. On the other hand, we find an inverse relationship between a firm's market value and its total debt to total capital ratio. Dividend yield and size are positively related with market value. In addition, an industry analysis and an examination of how the Zimbabwean corporate sector finances its growth were undertaken. We find evidence that capital structures and dividend policies vary across industries, and that firms rely much more on external finance than on internal finance.
Introduction

Background
showed that capital structure and dividend policy decisions do not affect corporate value under certain assumptions. Their propositions, also known as the irrelevance theory, purported that it is not possible to achieve optimal leverage ratio or dividend pay-out ratio. Modigliani and Miller (1963) amended previous propositions by relaxing their assumptions on corporate taxes. As a result, the authors came up with the relevance theory and showed evidence of a positive relationship between firm value and leverage.
The Modigliani and Miller (MM) propositions are an important fundamental principle to corporate leverage and dividend policy. Three main theories of capital structure namely static trade-off, pecking order and agency theories have since been proposed to explain the variation in debt ratios across companies. Theories suggest that firms consider the costs and benefits when choosing between equity and debt finance. Generally, firms choose an optimal leverage ratio that factors the benefits of debt such as interest tax shields and agency benefits (Titman & Wessels, 1988; Korteweg, 2010) .
Objective
The principal objective of this study is to ascertain the impact of capital structure on market value for non-financial firms in Zimbabwe, a developing country in Southern Africa. Apart from South Africa, Zimbabwe is one of the most influential countries in the region with a well-diversified economy and, a mature and active stock exchange (Mangena & Taringana, 2007) . In particular, we use leverage as the risky proxy for the analysis. This paper investigates whether it is possible to increase shareholders' wealth through leverage. In other words, is debt financing optimal and relevant to corporate value. We also consider dividend yield and size in order to enhance the robustness of our tests. Collins et al. (2012) examined the effect of a firm's capital structure on its market value for non-financial firms in Nigeria, a developing country in Western Africa. We extend the research efforts by examining non-financial firms in Zimbabwe.
Furthermore, we look at the financing practices of Zimbabwean firms and establish their sources of finance. Firms finance themselves through retained earnings and selling securities in the market namely debt and equity.
countries (see Atkin & Glen, 1992; Singh & Hamid, 1992; Singh, 1995; Cobham & Subramaniam, 1998; Booth et al., 2001; Mutenheri & Green, 2002) .
The entire subsequent development of corporate finance literature is centred on Modigliani and Miller by relaxing their assumptions. Similarly, we use MM propositions as a benchmark for our analysis. The MM empirical evidence was conducted on oil and utilities sectors (Muradoglu & Sivaprasad, 2012) . We broaden our research by examining a dataset with diverse sectors (see Appendix I). The sectors will subsequently be allocated into their appropriate industries in order to determine the impact of industry gearing on market value.
Structure
The rest of this paper is organized in the following manner. The second part reviews the literature on capital structure. The third part explains the data and presents the methodology and empirical model adopted for the research. The forth part examines the Zimbabwean corporate financial structure and the empirical findings obtained from the multiple regression estimation. The fifth part concludes the paper.
Literature Review
Sources of Finance
According to Muradoglu and Whittington (2001) , one of the most complex decisions facing a firm is whether to finance new investments by borrowing money or issuing more shares or with retained earnings. Atkin and Glen (1992) urged that there are a number of influences on that decision essentially firm-specific factors and country-specific factors. Several firm-specific factors like tangibility, firm size, risk, growth, market to book, stock market performance and profitability play an important role in determining a firm's capital structure. On the other hand, country-specific factors such as creditor (shareholder) right protection, gross domestic product (GDP) growth rate, corruption, law, inflation, bond (stock) market development, market (bank) based financial system play an important role in determining a firm's capital structure. Objectives of the firms may also differ. Firms in developing countries are likely to have the same objectives of growth as firms in developed countries but the choice of financing instruments may differ greatly (Alves & Ferreira, 2011; De Jong et al., 2008; Huang & Song, 2006) . Singh and Hamid (1992) and Atkin and Glen (1992) examined the financing patterns of Zimbabwean firms in the 1980's and established internal finance to be more important than external finance. In essence, Atkin and Glen (1992) found Pakistan and Zimbabwe having the highest internal financing ratios among the developing countries. In contrast, Mutenheri and Green (2002) found that Zimbabwean companies relied more heavily on external finance for the period 1990-1999. On the whole sample of developing countries, Singh and Hamid (1992) and Atkin and Glen (1992) discovered that firms in developing countries made more use of external financing, particularly equities, to finance their growth. Yartey (2006) also discovered that Ghanaian firms finance a large proportion of their growth from external sources rather than from internal finance. Hence, Mutenheri and Green (2002) results on Zimbabwe corresponds with prior results on other developing countries that external finance was more important than internal finance.
In comparison, the results are different to the financing pattern of firms in developed countries. Corbett and Jenkinson (1996) examined corporate capital structures in Germany, U.K., U.S. and Japan for the period 1970-1989 and discovered internal funds to be the main source of finance in all countries. They found the U.K. and U.S. reliance on internal finance to be very striking at 93 and 96 percent respectively. Atkin and Glen (1992) examined the G7 countries for the period 1980-1988 and reported identical results. In developed markets, external finance is more important for small firms with growth opportunities than it is for large firms. Myers (1990) compared the industry financing in 8 developed countries and observed that internal finance was the main source of funding. Beck et al. (2002) disclosed that firms in most countries, including developed countries, mostly use internal finance. Firms in a few developing countries such as Colombia, Malaysia and Poland use external finance more than firms in the U.S. where financial and legal development is one of the highest.
Leverage and Corporate Performance
We first review studies that have been done on firms in the U.K. Muradoglu and Sivaprasad (2012) examined the relationship between capital structure and abnormal returns and concluded that abnormal returns decline in firm gearing whilst abnormal returns increase as the average industry gearing increases. Strong and Xu (1997) found average returns to be positively related to market risk, book to market equity, market leverage and negatively related to market value and book leverage. Chelley-Steley and Steeley (2005) discovered a negative relationship between stock returns and volatility. Muradoglu and Whittington (2001) showed that companies with lower leverage enjoyed considerably higher returns. They argued that low leveraged firms have an opportunity to increase leverage and generally carry lower financial risk. Similarly, Muradoglu et al. (2005) found companies with low leveraged ratios outperforming the market. Masulis (1983) estimated the impact of change in debt level on firm values for a U.S. sample and deduced that both stock prices and firm values are positively related to changes in leverage. Bhandari (1988) also estimated a U.S. sample and found expected returns on common stocks to be positively related to leverage. Korteweg (2010) demonstrated that an optimal capital structure exist by showing net benefits to be increasing in leverage for low leveraged firms although they would decrease as leverage got higher. Collins et al. (2012) found stock prices to be positively related to leverage in Nigeria. The evidence from these papers is consistent with the theory that changes in the composition of debt consequently change a firm's value.
Contrary to the positive relations, some of the studies have found inverse relations between leverage and firm performance. Aivazian et al. (2005) gathered that leverage is negatively related to the level of investment in Canada. According to George and Hwang (2009) , low leveraged firms have low distress probabilities and greater exposures to market risk than high leveraged firms in the U.S. This signifies that expected returns are negatively related to leverage and the probability of distress. Dimitrov and Jain (2008) found firms which increase (decrease) leverage having negative (positive) current and future stock returns in the U.S. In a related study, Cai and Zhang (2011) found a negative relationship between the leverage and stock prices in the U.S. Smith (2012) tested the trade-off theory that debt usage creates value because of the tax deductibility of interest expense. The author examined tax-exempt institutions since they do not pay income taxes and found debt use to be positively related to the institution's size and negatively related to the institution's age, governance structure, liquidity and profitability. Hamanda (1972) tested the relationship between portfolio and corporate finance through the effect of firm's leverage. The author's findings are in line with the MM theory that there exists a positive relationship between systematic risk of a firm's stock and its leverage. Using the same analytical approach, Bowman (1979) showed that there is a theoretical relationship between systematic risk and a firm's leverage. It is important for firms to evaluate their risk exposure when making corporate financial decisions.
Financial economics has made significant literature in explaining how firms finance growth. As demonstrated by several studies, internal funds appear to be the first preference followed by debt and then equity finance in most developed countries thus supporting the pecking order theory. In the case of developing countries, considerable literature suggests firms make significant use of external finance, particularly equities, than they do with internal funds. As reflected in the literature, the relation between leverage and firm performance, particularly stock performance, has mixed empirical success. In this paper, we contribute to the literature by providing aspects of the financing decisions in Zimbabwe and examining the effect of leverage on corporate market value. Previous studies have been mostly restricted to firms in developed and emerging countries.
Data and Methodology
Data and Selection
In this study, we estimate the impact of leverage on the stocks listed on the ZSE using a multiple regression estimator framework. The explanatory power of other risk factors namely dividend yield and size are also examined. The ZSE is the second largest and most active stock exchange, after the Johannesburg Stock Exchange (JSE) in Southern Africa. Share prices and related data were obtained from Bloomberg. The research covers the period 2009-2012. The research period was determined based on data availability. Most of the data prior to 2009 was not available. Zimbabwe experienced hyperinflation during the period 2007-2009 which was one of the worst economic turmoil in history. The adverse economic conditions affected the financial behaviour of listed companies. There were encouraging signs of economic recovery soon after dollarizing the economy in February 2009. The Zimbabwe dollar was replaced by a multicurrency regime with the U.S. dollar as the principal currency (Mangena & Taringana, 2007; Koech, 2011) .
A sample of 71 companies listed on the ZSE as at 17 June 2013 formed the initial selection. A total of 13 financial companies constituting of banks and insurance companies were discarded as their leverage ratios exhibit different interpretations. A further sample of 34 companies was discarded because the companies did not have matching relevant data available for all the subsequent years. A final sample of 24 non-financial companies listed on the ZSE is analysed in this study.
Variables
The share prices are the dependent variable and leverage, dividend yield and size are the independent variables. Share prices of firms listed on the ZSE are denoted in U.S. dollars and company's closing prices are used in this study. There are many different ways leverage has been defined in literature. In this study, we use two measures Vol. 6, No. 4; 2014 of leverage. The first measure is defined as total debt to total capital ratio. The second measure is defined as long-term debt to total equity ratio. Earlier studies focused more on long-term debt. The total debt to total capital ratio allows us to also take into account short-term debt because we observed that it is considerably used in Zimbabwe. Collins et al. (2012) used identical measures of leverage.
We use dividend yield following Bowman (1979) who used dividend payout ratio in his research. Dividend yield shows how much a company pays out in dividends each year relative to its share price. A company's total assets are used to represent the company size. For our regression analysis, we take the natural logarithm of total assets to represent the size of firms as employed by Gul and Tsu (1998) . Market capitalisation and sales are also frequently used as measures of size. For instance, Titman and Wessels (1988) used the natural logarithm of sales whereas Fama and French (1993) used natural logarithm of market capitalisation.
Methodology
The aim of this study is to determine whether a firm's market value is influenced by its leverage, dividend yield and size. The study will run a multiple regression test from a firm's and industry's perspective. The regression model used states that:
Where: 
The entire data is grouped into four industries namely Basic Materials, Consumer goods, Consumer Services and Industries (see Appendix I). The coefficients of the explanatory variables , , and will reveal the effect the explanatory variables have on the stock prices. A positive coefficient means an increase in the explanatory variable results in an increase in the dependent variable. In contrast, a negative coefficient means an increase in the explanatory variable results in a decrease in the dependent variable. The study will use 5 percent level of significance for the regression test.
Descriptive Analysis
Empirical analysis always starts with an investigation of the variables' properties. Descriptive analysis gives a unique understanding of the variables in the data set. In this section, we examine the descriptive statistics for both the dependent and explanatory variables by obtaining their mean, median, maximum, minimum, standard deviation, skewness and kurtosis values. (2), measured by the standard deviation is outstandingly high at 58.2 showing that the long-term debt to equity ratio covers a broad spectrum although the mean value is significantly lower than the maximum value.
The MS variable shows that, on average, most non-financial firms have relatively low share prices. The maximum share price is mere US$3.60 whilst the average is US$0.30. The mean value of LEV (2) substantiates that, on average, the long-term debt to equity ratios of most of the firms are skewed towards equity than debt. The mean value of LEV (1) also reveals that the average total debt to total capital ratio is reasonably lower. Therefore, majority of non-financial firms in Zimbabwe are not highly leveraged. Nonetheless, the highest geared firm has a staggering long-term debt to equity ratio of 308 percent. From the median, mean and minimum values of DY variable, we can deduce that firms in Zimbabwe rarely paid dividends during the sample period.
Comparing our average dividend yield with the one presented by Atkin and Glen (1992) who studied Zimbabwean firms from the 1980's, we conclude that firms barely paid dividends as a result of distress due to the economic crisis the country experienced during the period 2007-2009.
Correlation Analysis
A correlation matrix was performed in an effort to understand the relationship between variables. The method can determine whether a relationship exists between variables although it does not demonstrate cause and effect.
The correlation coefficient provides an estimate of how related two variables are. Niguez (2012) urged that the presence of multicollinearity does not mean that the model is misspecified. The regression coefficients remain unbiased and standard errors remain valid although larger than they would be in absence of multicollinearity. Further test will be conducted using the Durbin-Watson test in the section 4.2.
Based on the correlation matrix, we exclusively conclude that firms with higher levels of long-term debt to equity ratio are likely to pay higher dividends. The long-term debt to equity ratio has a higher positive influence on the firms' market value than the total debt to total capital ratio.
Empirical Results
Corporate Financial Structure
Out of the non-financial firms analysed in this study, 33 percent had long-term debt in their capital structure for the four consecutive years of research period whereas 100 percent had short-term debt in their capital structure.
The total debt for all the firms rose by 53 percent from US$576.7 million in 2009 to US$879.7 million in 2012. Equity finance rose by 31 percent from US$1.052 billion in 2009 to US$1.377 billion in 2012. The figures reveal the significance of equity finance in the Zimbabwean corporate structure and how debt finance played an important role soon after the hyperinflation period. The accrual of debt and equity shows that firms required financing the revival of operations after years of dilapidation. This study uses a methodology that is different from Singh (1995) and Atkin and Glen (1992) in that it uses total debt as a measure of external finance instead of long-term debt after observing that the capital structure of firms in Zimbabwe and developing countries in general constitute mostly of short-term debt. For our results labelled 4, all figures are mean values expressed as percentage. For each firm the sum of internal and external financing sources is 100 percent. The results report the mean for each category, which sum to 100. Similarly, Singh (1995) also used mean values unlike Atkin and Glen (1992) who used median values which do not sum to 100.
The key results of this study, as shown in Table 3 , are in line with earlier results by Mutenheri and Green (2002) who found Zimbabwean corporate sector to rely more on external finance than on internal finance although our proportion of internal finance is slightly higher. We find equity finance to be the most important source of external finance which is however contrary to the results by Mutenheri and Green (2002) who found debt to be the most important source of external finance. We attribute the dissimilarities to the different time periods studied. Singh (1995) and Atkin and Glen (1992) studies covers the early Zimbabwe post-independence period when firms were mostly self-reliant whilst Mutenheri and Green (2002) Based on our findings, we conclude that equity finance is the most important source of long-term finance in Zimbabwe compared to long-term debt. Our inference is that the economic and political uncertainties in developing countries like Zimbabwe make it difficult for lenders to provide debt over longer time horizons. Unlike most firms in advanced countries, Zimbabwean firms finance a large proportion of its growth from external finance compared to internal finance.
Regression Analysis
We empirically investigate whether a firm's market value is explained by its leverage, dividend yield and size. The regression results of equation (1) are presented in Table 4 . The Durbin-Watson test shows a value of 1.98 which means 1.98 ∈ , 2 implying that there is no autocorrelation in the residuals. This means our R-squared and F-statistic give us the right inference on the significance of the coefficients thus we can rely on our model. We begin with a joint significance test for the explanatory variables of the model before examining the effects of the explanatory variables on the dependent variable. According to the goodness-of-fit, 76 percent of the variations of the explanatory variables are explained by the model. According to the p-value of the test (0.0000<0.05), all the variables are jointly relevant to explain stock prices.
LEV (1) has a negative coefficient and is significant as (p=0.0076<0.05) meaning the variable LEV (1) is statistically significant to explain market share price. LEV (2) has a positive coefficient and is significant as (p=0.0000<0.05) meaning the variable LEV (2) is statistically significant to explain market share price. DY and SIZE both have positive coefficients and are statistically significant to explain market share price. We conclude that a positive relationship exists between a firm's market value and its long-term debt to equity choice. The total debt to total capital ratio should be appropriately managed as it exhibits a negative relationship on a firm's market value. A positive relationship exists between a firm's market value and its dividend yield and size.
Results in Comparative Perspective
We compare our empirical results with results by Collins et al. (2012) who examined the effects of leverage on the market value of non-financial firms listed on the Nigeria Stock Exchange (NSE). A positive relationship exists between Nigerian non-financial firms' market value and their long-term debt to equity choice. The authors also found that firms in Nigeria mainly use short-term debt and are generally low leveraged. Antwi et al. (2012) investigated the impact of capital structure on the value of firms listed on the Ghana Stock Exchange (GSE) and concluded that long-term debt capital impact a firm's value more than equity capital. Yartey (2006) examined the corporate financing pattern in Ghana and concluded that Ghanaian firms rely on the stock market as a long term source of finance and finance their growth mainly from short-term debt. We observe similar patterns with Zimbabwean firms.
Industry Analysis
The four industries of this dataset are basic materials, consumer goods, consumer services and industrials. None of the firms in the basic materials and consumer services industries paid dividends during the sample period. As a consequence, we omitted the variable dividend yield for these two industries because it was causing the regression model to be unstable. The regression results for each industry are presented in Table 5 . The regression results in Table 5 indicate that total debt to total capital ratio and size are positively related with market share price for the basic materials industry. An inverse relationship exists between long-term debt to equity ratio and market share price for the basic materials industry. Long-term debt to equity ratio, dividend yield and size are positively related with market share price for the consumer goods industry. Whereas total debt to total capital ratio is inversely related with market share price for the consumer goods industry. This trend is similar to the results of the industrials industry and the overall sample. Total debt to total capital ratio and size are positively related with market share price for the consumer services industry. On the other hand, long-term debt to equity ratio is inversely related with market share price for the consumer services industry.
Conclusion
The results that emerge from this paper are that Zimbabwean non-financial firms are generally low leveraged as evidenced by an average total debt to total capital ratio of 24.6 percent. Short-term debt is the most accessible and utilized source of debt finance in the Zimbabwean corporate sector. After experiencing hyperinflation during the period 2007-2009, firms rarely paid dividends during the period 2009-2012 as evidenced by an average dividend yield of 0.4 percent. The results show that firms alter their dividend policies when the economy has been subject to substantial disturbances.
The results from our empirical test revealed that dividend yield and size are positively related with firms' corporate value. The corporate value increases as long-term debt increases implying that it is feasible for a firm to attain an optimal leverage ratio thus increase shareholders' wealth by managing its long-term debt to a threshold where its risk is plausible and the debt benefits are utilized. Remarkably, the results support the MM relevance theory that a firm's market value increases as debt increases. The lower cost of long-term debt can raise a firm's return on equity and increase the value of stocks. However, lenders are not keen to provide debt over longer time horizons because of the economic and political risks exhibited by countries like Zimbabwe. We observed that capital structures and dividend policies vary across industries. Consumer services industry is the most leveraged industry whereas consumer goods industry is the least leveraged industry. Firms in the basic materials and consumer services industries paid zero dividends during the sample period.
Our findings are slightly different from previous studies on Zimbabwe notably in the 1980's suggesting that sources of finance vary over time. The Zimbabwe corporate sector relies more on external finance than internal finance. This financing pattern is similar to many other developing countries. The stock market is the most important source of external and long-term finance in Zimbabwe. In addition, Zivengwa et al. (2011) 
